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Abstract
The paper is built on the analysis and synthesis of scientific literature with the aim to review the main concept that defines the 
compensation of the executives, highlighting key determinants which affect the level of executive compensation and its’ 
structure. Following scientific publications that are based on the problematic of remuneration differentiation and specification of 
chief executive officers (CEO) as separate employee group the new systemized model of CEO remuneration determinants were 
provided.
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Introduction
Scientific research of human resource management often focuses on the necessity to integrate human resources 
management systems. A connection between high qualification and performance of the organization is being 
envisaged, emphasizing the transformation of human resource management into a fundamental business strategy. 
During the development of a wide range of human resource management systems companies usually seek to find 
solutions to develop and effectively utilize the available potential of employees in organizations. However, there 
could be seen that in some degree less attention is being paid to the group of employees which is directly responsible 
for the issues and challenges regarding human resource management – CEOs. The role of CEO is related to the 
formation of the organization's strategic and operational decisions that could have long-term consequences. They are 
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responsible for everything that happens in the organization. As practice shows, in order to take up leadership 
positions among all similar organizations, executives are especially important and the promotion of their operational 
efficiency becomes crucial task creating compensations system.
Generally in the scientific research it is given a lot of attention to the determinants of remuneration. In most cases 
researchers analyzing the relevant determinants in the context of the research problem distinguish two common 
groups of determinants that affect the differentiation of remuneration: external and internal determinants. The first 
group of determinants includes the conditions of labor market (Applbaum, 1991), the level of wages in the country, 
in the certain kind of economic activity or in the same kind of companies (äLRJHO\Wơ , living standard, the
policy of government (Daily et al. 1998), the social-political situation (Applbaum, 1991), kind of economic activity
(Applbaum, 1991; Jing et al., 2010), ownership (Kioulafas et al., 1991; David et al., 1998), trade unions (Vedder &
Gallaway, 2002). The second group of determinants comprises the specific value of the certain work, the relative 
value of the employee (Appelbaum & Mackenzie, 1996), company size (Newman & Bannister, 1998) and the 
employer's ability to pay a certain amount of remuneration (Newman & Bannister, 1998). These two groups of 
determinants are being treated as a general towards all employees. However there is still falling short with a
comprehensive approach to the analyzed problem and with a holistic model which identifies the key determinants
affecting the CEOs’ salary. It has been noted that most of the authors focus on the theoretical and empirical research 
of the individual determinants (one or more) and their impact on the CEO's remuneration. It should also be noted
that certain aspects of CEO compensation is being analyzed not only in the managerial but also finance and 
accounting literature (Elloumi & Gueyie, 2001). The most common research is focused on the connection between 
the remuneration of CEO, the company's financial results and the value of the shares (Li & Qian, 2011; Epstein &
Roy, 2005; Meek et al., 2007, Elloumi & Gueyie, 2001), the form of ownership (Kioulafas et al., 1991; David et al., 
1998) and company size (Newman & Bannister, 1998). The fragmentary research in this field do not reveal the 
complexity of the issue of CEO compensation and do not allow to disclose the complexity of the situation, therefore 
the choice to analyze this problem in the article is logical and reasonable, especially as the theme of the
remuneration of CEO is phenomenally interesting by the shareholders, employers, politicians, the press and global
stakeholders (Kakabadse et al., 2004). The evaluation of employees – CEO – peculiarities and remuneration, general 
determinants must be reviewed and modified, depending on the specifics of this group of employees. The emphasis 
of executives as a specific group of employees allows formulating a scientific problem – what determinants are 
essential for the quantitative differentiation of CEOs’ remuneration.
The purpose of the article – to identify determinants that affect the remuneration of CEOs.
Theoretical findings of CEO remuneration are based on systematic and comparative analysis of the scientific 
literature.
1. Theoretical background 
The theoretical background of this article is based on integration of two very important dimensions:
1. Wage differentiation in the organization and its determinants.
2. The specification of CEO activities in organization and determinants affecting their salary.
The research of wage differentiation. The theoretical background of wage differentiation considers of well-
known theories: Classical economic theory (supply and demand), Efficiency wage theory, Human Capital Theory, 
Agency Theory. The differences of wage level in these theories are based on wide variety of aspects. Classical 
economic theory states that the wage level is based on the situation in the labor market: if demand of labor grows, 
wages rise, and vice versa (Kakabadse et al., 2004). According to efficiency wage theory, the organization 
willingness to pay more compare to the current situation in the labor market is based on the faith that higher wage 
will increase the productivity of organization (Halaby, 2014). Human capital theory is based on the concept of 
exchange (Laing & Weir, 1999). It states that the employee rents his knowledge, skills and experience to the 
employer in exchange for salary and excellent working conditions and the employer expects the return on 
investment in human capital with the form of productivity and efficiency. Agency theory justifies a positive 
correlation between CEO compensation and firm performance (Lee & Isa, 2015). As it was already mentioned, all 
these theories examine different kind of aspects of wage differentiation excluding both external (Classical economic 
theory) and internal (Efficiency wage theory, Human Capital Theory, Agency Theory) determinants. However it 
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doesn‘t have focus on the specification of relevant category of personnel.
The provision which is being prevailed in the scientific literature states that wages should be differentiated 
according to many determinants – taking from the specific nature of workplace, conditions, responsibilities to the 
size of the organization, kind of economic activity and reJLRQäLRJHO\Wơ5XG\WơHW al., 2008). Wage is the 
main parameter of employees and employers relations so there is necessity for organizations to ensure fair and 
motivating determination of remuneration for the exact work according to internal and external changes in the 
environment. Researchers distinguish many wage influencing determinants also a variety of classifications and 
JURXSLQJLQWRGLIIHUHQWJURXSVDFFRUGLQJWRVSHFLILFFKDUDFWHULVWLFVLVEHLQJPRQLWRUHG$FFRUGLQJäLRJHO\Wơ0), 
these determinants are being appointed whether they depend on the specific internal environment peculiarity of the 
organization, also if they are common to all organizations operating in specific economic activities or region of the 
country. According indications all determinants related to wage is being divided into external and internal. These 
determinants are still identified as an objective social determinants (wage rate in the country, labor supply and 
demand in the market, government policy) and subjective social determinants (quantity and quality of labor, 
education, qualifications and work experience). There could be found more detailed classifications on determinants 
influencing wage in the scientific literature the external determinants are being divided in two main groups: on the 
economy and on government policy and legislation based determinants. Meanwhile internal determinants are being 
excluded into: employer and employee based determinants. Summarizing the scientific literature analysis and 
logically isolating or combining determinants we could distinguish two main groups of determinants and 
determinants forming them (see Table 1).
Table 1. The classification of common determinants of compensation (adapted by the authors)
Determinants group Determinants Specification
External 
determinants group
Situation in the labor market Labor supply and demand, demographic characteristics of employee, wage 
rate of rivals, wage rate in the exact kind of economic activity and region
The condition of economy Cycle of economy, living standard 
Social determinants Trade union activities, collective agreement
The political – legal 
determinants
Government decisions on the minimum wage, taxes on payroll or workforce
The characteristic of kind of 
economic activity 




Employer based determinants Culture, policy, size, financial potency, working conditions, the level of 
personal responsibility, responsibility and the level of power of attorney of 
organization
Employee based determinants Results, qualification, experience, education, age
This classification is made upon general nature, so when it comes to the condition of the specific employee 
performance, these determinants could be modified according their influence.
Research of CEO as a specific group of employee. Researchers of executives and their teams underlines the 
special role and impact on creation of organizational strategies treated them as one of the company's strategic 
resources (Diska & 0DUþLQVNDV 2013). This is a group of persons located on the top of organization structure 
responsible for strategic decisions which affect the processes and performance of organization (Helfat et al., 2006), 
ensuring the implementation of the strategy and appropriate conditions for the organization of operational efficiency 
and success (West, 2012).
CEOs and their performance are being individualized by a number of specific characteristics. The first is related 
to the type of work of executive, which is very complex and multifaceted (Diska & 0DUþLQVNDV, 2013). CEOs are 
faced with an enormous amount of information, their work has no time limits and their work process is more flexible 
and dynamic compare to the other employees and lower-level managers. Particularly significant are the limits of 
responsibility. Executives are responsible for everything that happens in the organization - the organization of 
performance, the formation and implementation of the organization's strategic and operational decisions which have 
long-term consequences. Another key characteristic associated with persons holding highest-level executive 
positions is their motivation and the expression of personality specifics. CEOs are being characterized by strong 
individual achievements motive and the status in the organization, the necessity to have enough power and freedom. 
Researchers emphasize that executives are relatively homogenous group with similar education, experience and 
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demographic characteristics (Cannella et al., 2008). Carmeli & Tishler (2006) has formulated the hierarchy of four 
types of abilities that typical applies for CEOs: general skills that can be transferred from one organization to 
another; skills related to the specifics of the sector; specific and relevant skills for exact organization and skills 
related to the exact kind of economic activity. The general skills do no actually create exceptional results because it 
is easily transferred from the organization to organization. The importance of specific managerial skills depends on 
the kind of economic activity in which the company operates. Only these skills could guarantee competitive 
advantage for the company.
Research on the executive compensation. In the scientific literature complex research of CEO compensation is 
given much less attention compare to the total wage issues and trends. This leads to a number of reasons. First of all, 
it's hard enough to find available and reliable statistics necessary for empirical studies. Confidentiality of 
information related to the CEO's remuneration does not allow researchers to analyze all possible with the CEO's 
compensation-related aspects of the problem. Despite the fact that some organizations are publishing their CEO 
salary on the financial reports, still this information does not provide appropriate facts on wage formation 
circumstances. Second, if in general determinants associated to the amount of compensation and its‘ differentiation
is fairly analyzed in detail and classified according to certain and clear parameters than there is no classification of 
determinants that affects CEOs‘ remuneration. The most common is to note and investigate the exact impact of 
certain determinants to the relevant problem: the company's financial results and the value of the shares (Li & Qian, 
2011; Epstein & Roy, 2005; Meek et al., 2007, Zakaria, 2012), form of ownership (Kioulafas et al., 1991 David et 
al., 1998), the size of company (Newman & Bannister, 1998), tenure (job and company) (Johnston, 2002).
2. Results
Salary of CEO is being affected by all common determinants. The fact that the wage of executives is significantly
higher compared to other groups of managers and employee shows that the impact of these determinants is not 
equally important. In accordance to the specific of determinants regarding the remuneration of CEO mentioned 
above it could be concluded that not all common determinants has a significant influence on CEO compensation, on 
the other hand, not all determinants are being evaluated in this classification. The comparison of the situation in the 
labor market indicates that there are significant differences among the determinants relevant to the general wage,
differentiation and the amount of wage of CEO. Conditions in the labor market, indicating the labor force supply
and demand, the level of wages in the country, being very important for the wage level of employees has only little 
effect on the remuneration of CEO. Overall indicators describing the characteristics of the professional and 
demographic labor force affect only that part of remuneration which is directly connected to the market of CEO. The
analysis of the condition of economy shows that slightly higher influence on the executives’ compensation comes 
from the living standard in the country/ region and from the size of market in the certain region. Research indicates
that the higher count of companies in the country with a large number of employees is connected to the higher salary 
of CEO. In small markets where there is a company with a relatively small number of employees, the CEO 
compensation is much lower. This could be illustrated by the following facts, that even in small markets and 
countries where living standard is not high, CEO from major international companies receives a much higher salary 
compare to the CEOs in the national level. The dependence of CEO's compensation on the economic cycle is rather 
ambiguous: on one hand, the CEO salary is very often associated with the company's results, which are heavily
affected by the economic ups and downs, on the other side – the studies of CEO remuneration during the financial 
crisis in 2008 disclosed that, regardless of the very bad performance of companies, salaries of CEO fell slightly.
Social determinants – the impact of activity of trade union on CEO salaries is modest, however there is one more
important determinant in this group, which is specific to the CEO case. It is public pressure. This is a unique
phenomenon, caused by public discontent on disproportionate salary of CEO during the crisis time. The result of 
this phenomenon is initiated national level solutions for some corporations (mostly in the financial sector) on the
regulations of the remuneration of CEO. The analysis of the political – legal determinants shows that the effect of 
this group of determinants is not unambiguous in the case of CEO's compensation. The government through its 
policies and legislation regulates the wage level by setting the minimum wage and labor taxes. The setting of 
minimum wage does not have a significantly affect for the remuneration of CEO. Also the tax system is being 
affected of the possibility to choose a country with a more favorable tax system. However, as it was already
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mentioned, in the case of the CEO remuneration only state and government institutions have authority to regulate
the compensation schemes of organization's executives. Special attention is being paid to the procedures of CEO 
compensation in the financial sector and listed companies. The effect of characteristics of kind of economic 
activities is equally significant both all employees and CEOs: in innovative and competitive kind of economic 
activities salary of all personnel is higher compared to the average of overall market. Internal – employer based 
determinants identifies a very significant impact on the compensation of CEO group and labor structure. In CEO's
case, unlike other employees the organizational culture is extremely important, which is directly connected to the
national tradition: the ratio of difference in the Nordic countries between the top and bottom is 5: 1, in Western 
Europe – 15: 1, the United States may reach even hundreds times. It is also observed that determinants in this group
are different according to two features – clearly separates the company/ organization characterizing determinants
and determinants which specifies CEOs’ type of work. Internal – the comparison of employee based determinants
leads to the conclusion that this group of determinants in both cases is very similar, only CEOs’ results as employees
is being less emphasized, meanwhile the performance of the company is more important. Contrary is with other 
employees there main emphasis goes on individual performance. Summarizing the occurrence of all common
determinants it could be concluded that on the CEO's compensation case, the determinants system affecting the total 
amount of remuneration and differentiation must be modified (see Table 2).
Table 2. Determinants that affects the remuneration of CEO
Determinants Specification
Overall environment Situation in CEO market: supply and demand, wage rate of rivals, wage rate in the exact kind of 
economic activity and region. The condition of economy: cycle of economy, living standard. Social 
determinants: public pressure, the attention of the press and politicians. The political – legal 
determinants: the decision of the governmental institutions regarding regulations of CEO‘s 
compensation. Characteristics of kind of economic activities: the level of innovation, cyclicality and 
seasonality, competitiveness, profitability.
Enterprise environment Organizational culture and remuneration policies determined by the ratio between the top and bottom 
salary, remuneration committee, size, financial potential.
Job characteristic The level of personal occupation, the level of power and responsibility, the level of decisions, the 
influence to the final outcome of the organization.
Employee characteristic Results, qualification, experience, education, age.
External economic, political, legal and social determinants are much less important for executives compare to 
other employee. This implies the following adaptation of determinants of CEO remuneration adapting them into one 
group of the overall environment determinants. Internal – employer based determinants group are excluded into two 
separate groups of determinants: enterprise environment and the characteristic of CEO job determinants. Internal -
employee based determinants coincide with the general group of determinants – the characteristic of employee. This 
model of Determinants which affect the remuneration of CEO is given in the new model shown in Figure 1.
Fig. 1. The model of CEO’s determinants remuneration
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The developed model has revealed the specifics of CEO's remuneration. It was found that not all the determinants 
that influence the level of employees' wage are equally important in the case of CEO. This developed model is based 
only on theoretical level. However it still requires empirical verification.
Conclusion
After the analysis of scientific articles and summarization of various authors’ research on the determinants 
analyzed in the context of the problem, it was found that the highest level of executive compensation is affected by 
all the general determinants connected to the level of wage. Summarizing the occurrence of these determinants it 
could be concluded that the system of determinants affecting the amount and differentiation of compensation of 
CEO must be modified.
The analysis and systemization of literature analyzing the remuneration problems in general and in the case of 
CEO led to the formation of model covering whole determinants of CEO remuneration. The developed model 
consists of four groups of determinants: the overall environment, enterprise environment, the characteristic of 
working performance and employee. The first group includes determinants such as situation in CEO market, the 
condition of economy, social determinants and characteristics of kind of economic activities. The second group of 
determinants includes determinants related to organizational culture, remuneration committee, size and financial 
potential. The third group of determinants includes the level of personal occupation, responsibility and the level of 
power of attorney, the level of decisions, and the influence to the final outcome of the organization. The fourth 
group of determinants reflects the CEO as an employee value: results, qualification, experience, education and age.
The theoretical value of this work justifies a complex composed model of external and internal determinants 
affecting the CEO remuneration. Scientific insights on specificity of determinants of CEO compensation imply
necessity for further research. Based on the developed theoretical model additional empirical studies would deepen 
knowledge on determinants in the new model that affect the remuneration of CEO.
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